CROATIA
AGRICULTURE/AGRIBUSINESS
ASSESSMENT

PREPARED FOR USAID/CROATIA
OFFICE OF ECONOMIC GROWTH
By
Lena Heron, EGAT/AFS

Ivor Knight, EGAT/AFS
Marcus Winter, E&E/MT

July 1, 2002

Comments or questions regarding this assessment should be directed to the USAID
Office of Economic Growth (385) 1 6040909 ex 156



CROATIA - AGRICULTURE/AGRIBUSINESS ASSESSMENT
June 20, 2002 DRAFT

Table of Contents

I.

II.
III.

IvV.

VI.

VII.

VIII.

IX.

XI.

Executive Summary ... ... ...ttt eneneeneneennns 4
A, FINAdinNgS vt it ittt teeeeeeeeeeeoeeeeeeeeeeeeaennns 4
B. RecommendaltionsS .. ee et teeeeeeeeeeeeneoeseeseeeas 6
Introduction and ProcCess ........ ..ttt eeeenenennn 7
The Role of Agriculture and Agribusiness in the
Croatian ECONOMY ... ... iiiiiieeee e eeennnnneaaeeenns 9
A. General and Structural Role ....... .. 9
B. Sector PerformancCe ... iee et eneeeeensonsoeeseeeas 9
C. The Livestock Subsector .......iiiiiiiieinnnnnn. 10
D. The Grain Subsector ........ii i neann.. 10
E. The Fruit, Vegetable, Olive and Viticulture
SUDSECTOTS vttt it et it e et e e e e e 10
F. The Fisheries Subsector ......c.iiiiiiiitineeeenn 11
Agricultural Trade ......... ..ttt eeennnnnn. 11
Agriculture/Agribusiness Policy Environment ......... 12
Agricultural Markets ....... ... ittt 13
Croatia: A Net Food Importer ... ii ettt etneeneenns 13
B. Retail Market Changes .......iiii ittt eennenns 14
C. Tourism Market Potential .........ciiiiiieeeeenn. 15
D. EXPort Marketfs ..i it ittt ittt eeeeeeeenenenenens 16
Agricultural Education, Extension and Research ...... 17
A. Agricultural Education .....iei it tenteeeeeean 17
B. Agricultural EXLensSion .......e.eeeereenerennenens 17
C. Agricultural ResearCh .....ii ittt eeeeeeans 17
USAID and Other Donor Assistance in the Agricultural
£ 7= o o 18
O U 1 N 5 18
B. OLher DONOTS t ittt ittt tentensonseeseeseeseenens 18
Constraints ......... ittt eteeenennenenn 19
A. Links to Markets ...ttt ittt teeeeeean 19
B. Non-Competitive Production ..........cceeieueeeeen.. 21
C. Farm SizZe .ttt ittt ettt et e eee et aeeeaaenens 21
D. Rural Creditf ....iiii ittt ienteneeeeeeneeeeanas 24
E. Successor Enterprises to Privatized Agrokombinats26
Opportunities ...... ...ttt ettt e 27
A. Tourism-Led Economic Growth ..........iiieeeeeenan. 27
B. Growing Private Sector ......ciiii ittt tneeneenns 28
C. Tariff Free Access for Agricultural Products .... 28
D. Skilled WorkforcCe ...ttt tieteeeeeeeeeas 29
E. High Quality Processed Products ................. 29
Recommended Interventions .................. .00 o... 29



A. Market Linkages: Food Industry Development from

the Farm to the Fork ...ttt teeeennnn 30
B. Development of the Small and Medium Enterprise
ST o e 31
XII. Supporting Interventions ............... ... 34
A. Land Use PlannNing .. eeieeeeeeeeeeneeneeneeneeneas 34
B. Credit Access Improvement ......c.oieeeeeeeeeeeeens 35
XIII. Relationship of Recommended Assistance Interventions
to USAID/Croatia S.0. 1.3 Program .................. 36

XIV. List of Annexes



Executive Summary
A. Findings

Agriculture and agribusiness are important components of
the Croatian economy, especially when considered in terms
of their contribution to employment. Croatia produces high
quality agricultural products and has untapped production
and processing potential. Developments, especially in
external trade relations and growth of the Croatian tourism
industry, are creating a window of opportunity for growth
of the agriculture/agribusiness sector. Elements within
the Croatia higher-value food industry will be able to take
advantage this opportunity, but it is not clear whether
their growth will act as a driver for development of the
broader agricultural sector, including smaller producers.

While trade agreements will create opportunities for
Croatian producers and processors, they will also further
open Croatian markets to imported products. Croatia is
already a net importer of food, with imports of
agricultural products now approximately double those of
exports. High value, processed food items and raw
materials for processing in the meat and dairy sector are
two of the fastest growing segments of imported
agricultural products.

In terms of domestic production, small farms contribute a
significant portion of agricultural produce, albeit at high
cost and often for the informal channels. Livestock are
important for private family farms. In March of 2002,
government data indicated that private family farms were
the source of 93 percent of all domestic raw milk and 50
percent of live poultry. Small farms are also the
principle source of wine grapes, with about % of their
total production entering market channels. Croatia’s
producers are not, however, meeting domestic demand, with
deficits in such products as fruit, meat and meat products,
milk and dairy products, vegetables including potatoes, and
animal feed. Import/export data indicate that Croatia is
currently self sufficient only in wheat, corn, chicken,
wine and eggs.

While there are some opportunities for Croatia to export
high-quality food the Government of Croatia (GOC) does not
seem to have a competitive export strategy. Various
Ministries are promoting “traditional” Croatian products



including specialty cheese (Pag Cheese), a Slavonian Salami
(Slavonski Kulen), and “old Slavonian plum brandy”.
Unfortunately, these are not likely to be competitive
products on global markets and will have limited expansion
potential due to production constraints. Croatia’s natural,
organic and other high-value products with wide consumer
recognition in the west such as olive o0il, figs and wines
are likely to be better choices for expansion of the export
market in agricultural products.

The tourism industry has been identified as a strategic
growth sector, with the GOC investing in infrastructure and
providing other incentives to private investment. The
objective is to generate an additional $1.3 billion in
revenue over the next three years. This could mean a
significant increase in the demand for high quality fresh
and processed food products.

The way in which consumers acquire their food is changing
in Croatia, and this will have implications for Croatia’s
food industry. Although small retail shops and open city
markets are still the dominant food retail channels in
Croatia, more developed market formats are rapidly gaining
share. Rapid supermarket expansion similar to that seen in
other east European markets (e.g., Poland, Czech Republic)
is expected to continue. If domestic producers wish to
retain (or expand) the percent of domestically produce
foodstuffs that Croatians purchase, they will have to get
their products into supermarket supply chains.

There is a question, however, as to the ability of
producers to get their products onto supermarket shelves or
onto the tables of Croatia’s tourist hotels and

restaurants. Producers often continue to produce what they
have always produced, or what they can produce, instead of
figuring out what is in demand. This lack of market savvy,

as well as weak supply management and underdeveloped supply
chain infrastructure keep domestic producers small players
in the Croatian food industry.

Croatia agricultural and processed products are relatively
costly due, in part, to high input and production costs.
Poor genetics among livestock herds means neither meat nor
dairy production are maximized. Small production units
increase transaction costs for processors or other
intermediaries, and government subsidies reward inefficient
production. If domestic producers are to compete with



imported products, they must find ways to contain these
costs.

There are additional issues around farm size, as
constrained by access to land to form commercially-scaled
family farms, and access to credit for agricultural
producers and SMEs due to collateral constraints.

B. Recommendations

To accelerate agricultural growth, two inter-linked
assistance interventions are recommended. The first
component would promote development of market linkages
throughout the food industry chain. The second
intervention component would promote the development of
small and medium enterprises, including producer
cooperatives.

The proposed market linkage intervention targets small or
medium sized processors/buyers and medium-sized producers
or small producer coop managers with an interest in
developing efficient domestic supply chains. This
intervention would have two thrusts. The first would be to
develop links between producers/processors and the tourism
sector. The other would be the development of market
linkages in animal production and processing, in both dairy
or pork.

Assessing Croatia’s current and possible production
capacity and identify potential markets in the processing
and tourist industry would be a necessary first step.
Depending on assessment findings, the intervention will
work to build capacity in meeting production quality
requirements, promotion or processing. Alternatively,
brand name development and capacity to meet customer
delivery requirements may be considered more critical. The
development of market information systems, improving the
function of existing market information systems and the
training of cooperative or association leadership on market
information utilization are other possible areas of
assistance.

The second intervention component would provide assistance,
including strategic, business and technical planning, to
SMEs and producer organizations. Hands-on technical
assistance would be supplemented by short courses in topics
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such as food industry safety and quality standards, cost
accounting, financial planning, organizational development,
personnel management, etc. Where producer organizations do
not exist, technical assistance would be provided in the
establishment of associations and/or cooperatives. Some
assistance in obtaining improved genetics might also be
appropriate.

A small targeted intervention is recommended to build
capacity of local administrations’ to manage the land
resources of the former agrokombinats. This activity could
be arranged through a redirection or modest expansion of
funds of an existing SO 1.3 project contract. A direct
intervention for rural finance is not recommended at this
time. Instead, it is advised that activities to improve
agricultural enterprises’ access to credit be built into
the broader agricultural sector development activity.
Intervention will be aimed at mobilizing existing private
sector liquidity in the banking sector.

Introduction and Process

Agriculture and agribusiness are important components of
the Croatian economy. Together, they represent a
relatively large proportion of both GDP and employment.
Croatia produces high quality agricultural products and has
untapped production and processing potential. Performance
in this sector over the past decade has fallen well below
its potential, however, with food imports growing more
rapidly than domestic production and exports.

Changes in the agriculture and agribusiness sector are
underway as the prospect of future accession to the EU
becomes increasingly important in the policy arena. This
is a pivotal time in that process and there is window of
opportunity to affect the growth of this sector. Elements
within the Croatia higher-value food industry will continue
to develop, but it is not clear whether this growth will
act as a driver for development of the broader agricultural
sector, including smaller producers. Unless producers are
able to provide quality product at competitive prices,
processors will continue to source an increasing share of
their raw materials abroad.

Growth in the tourism sector presents another opportunity
for Croatia’s domestic food industry. A growing tourism
sector will demand increasing quantities of fresh and



processed food. Participation of Croatia’s producers and
processors in this expanding market, however, is not
guaranteed.

Over a three-week period (May 20 - June 7, 2002) a three-
person team from USAID Washington, with support from an
independent Croatian consultant and USAID Croatia staff,
undertook an intensive effort to gather information on the
sector, identify constraints to growth in the agricultural
sector and explore areas for possible USAID interventions
to address those constraints. The team met with
Mission/Croatia staff, USAID project implementers,
USDA/FAS, representatives from the Ministries of
Agriculture and Forestry, and Small and Medium Enterprises,
the Chamber of Economy, other donors, NGOs and
international financial organizations. Private sector
interviews included producers and cooperative managers,
processors, hotel managers, market intermediaries and
commercial banks. The team made two field trips -- one to
Slavonia (Osijek, Vukovar, Pakrac, etc.) and one to the
Dalmatian coast and hinterland (Zadar, Split, Knin).

Reports and documents from many sources rounded out the
information gathering efforts. While Croatia compares
favorably with other transition economies in terms of
availability of information, the team did encounter some
difficulty in finding data that would allow for more in-
depth analysis. In many cases, data was either conflicting
or simply not available. It was difficult to confirm, for
example, how many full-time and part-time farmers exist in
Croatia. Moreover, employment data is misleading in that
it does not include those engaged in agricultural
production. Similarly, information on the operating size
of farm units, including rental land, is not available.

The following reflects what the team found and concluded
regarding the sector, its constraints, opportunities and
areas where USAID could make valuable development
assistance contributions. Any errors of fact are team
responsibility, and the conclusions and recommendations are
those of the assessment team and do not represent official
USAID positions.
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The Role of Agriculture and Agribusiness in the
Croatian Economy

A. General and Structural Role

The agricultural sector, including fisheries and
agricultural processing, is only modestly important for the
Croatian economy in purely economic terms. In 2001 the
sector provided about 17 percent of Gross Domestic Product
(10 percent from primary production and 7 percent from
processing). The sector is more important from an
employment perspective with an estimated 100,000 full-time
private farmers, 400,000 part-time farmers, 33,000
employees in agrokombinats, 7,400 workers in the fisheries
sector and 45,000 employees in food processing enterprises.
The labor force in Croatia, excluding agriculture, is about
1.7 million made up of 1,258,000 employed and 400,000+
unemployed.

Croatia has some 3.2 million hectares of agricultural land
with about 2.02 million hectares of arable and 1.13 million
hectares of pastures. There are also small amounts of
lakes, marshlands and fishponds. The area under vineyards
is over 60,000 hectares with about 69,000 hectares of
orchards. Some 80 percent of all land is owned by private
farmers with an average farm size of about 3.0 hectares
comprised of several parcels. The remaining state land is
in larger blocks.

B. Sector Performance

From 1990 to 2000, growth in agricultural production was
negative although the average rate of decline was less than
for manufacturing. More worrisome is the decline in
“agricultural self-sufficiency” from a rough balance of
agricultural exports and imports in the mid-1990’s to a
substantial deficit by the late 1990’s as exports have
fallen. 1In 2001, agricultural processed product exports of
$470 million compare to food and agricultural imports of
$845 million. In dollar terms the largest deficits are in
fruits, meat and meat products, milk and dairy products,
processed fruit, vegetables including potatoes, animal
feeds and coffee. Leading exports are fish, wheat,
processed meat, alcoholic beverages including wine, and
tobacco. Import/export data indicate that Croatia is
currently self sufficient only in wheat, corn, chicken,
wine and eggs.



C. The Livestock Subsector

Livestock and livestock products are highly important in
the agricultural sector. The cattle herd is about 438,000

head and has been largely constant since 1997. Swine
numbers have been slowly increasing and now total about 1.2
million. Sheep and poultry numbers have shown the most

significant growth in recent years and in 2001 totaled
nearly 540,000 head of sheep and 11.7 million poultry.

Livestock are very important for private family farms. 1In
March of 2002, government data indicated that private
family farms were the source of 93 percent of all raw milk
sold in Croatia and that such sales provided 70 percent of
family farm income for that month.' Private farms also
provided almost 50 percent of live poultry sales, the
second highest source of income for these farms.

D. The Grain Subsector

Corn is the most important cereal crop followed by wheat.
Together they occupy about 50 percent of the cultivated
area. Smaller areas are devoted to barley, soybeans,
sunflowers and a variety of other crops. Yields of corn
have increased since the early 1990’s while wheat yields
appear to have declined. The area under soybeans has
steadily increased since 1997. 1In general, areas planted
are significantly influenced by the levels of government
subsidies or incentives provided.

E. The Fruit, Vegetable, Olive and Viticulture
Subsectors

Areas under fruits and vegetables total about 70,000 and
120,000 hectares respectively. A wide variety of both
fruits and vegetables can and are produced because of the
Mediterranean and continental climatic conditions found in
different areas of Croatia. The most important fruit crops
are plums, apples and cherries. Potatoes, cabbage, onions,
beans and tomatoes are the most important vegetable crops.
A large share of fruit and vegetable production is for home
consumption.

"'Source: State Statistical Source of Croatia
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Olives are produced along the Adriatic coast and on islands
in the Adriatic Sea. There are nearly 30,000 hectares
under olive production mainly in small plantings.

The total area of vineyards is approaching 60,000 hectares
with new plantings reportedly underway in advance of
eventual EU accession. Production is largely from small
family farms with about * of total production entering
market channels. About 800 controlled wines are produced
by processing facilities, producer cooperatives and larger
individual producers. Croatian wines tend to be expensive
with only about $8.0 million exported in 2001.

F. The Fisheries Subsector

Croatia has over 31,000 square kilometers of territorial
waters in the Adriatic and a sizeable fishing industry.
Total catch has been declining in recent years due to an
old and poorly equipped fleet as well as over fishing in
some areas. Sardines are the most important fish species
and make up 80-85 percent of the canned fish produced by
the well-developed canning industry. In recent years, tuna
exports have grown and there is increasing saltwater fish
farming of tuna and sea trout. Exports of fish (fresh and
processed) totaled over $50 million in 2001.

Total freshwater fish production has dropped by about 80
percent since 1990 but still totals around 3,000 tons
annually. The main species are carp and trout.

Agricultural Trade

By signing on to several key trade agreements, Croatia’s
markets have been liberalized and integrated more
substantially into regional and world markets. Croatia
acceded to the WTO in November 2000 and has free trade
agreements with Bosnia-Herzegovina, Hungary, Macedonia and
Slovenia. Negotiations have been concluded with Czech
Republic, Slovakia and Poland and negotiations are underway
with Bulgaria, Turkey, Romania and Yugoslavia. The latter
agreement is likely to have an immediate impact on the flow
of goods, including agricultural products since Croatia and
the current Yugoslavia were highly integrated economies
when Croatia was a member of the Yugoslav Federation. The
Stabilization and Association Agreement (SAA) with the
European Union provides most agricultural products with
free access to the EU market and gradually extends tariff

11



preferences to the EU, providing free access for 70 percent
of the value of EU industrial and agricultural products
currently exported to the Croatian Market?.

Technical barriers to trade with the EU exist in the area
of bovine meat and livestock imports. As a precaution
against the spread of animal diseases such as BSE (Bovine
Spongioform Encephalitis) and FMD (Foot and Mouth Disease),
the Ministry of Agriculture has banned imports of beef and
cattle from Austria, Belgium, Czech Republic, Denmark,
Finland, France, Greece, Italy, Japan, Lichtenstein,
Luxemburg, Netherlands, Germany, Portugal, Republic of
Ireland, Slovakia, Spain, Slovenia, Switzerland, Great
Britain, and Northern Ireland’. Consequently Croatia is
confronting a beef and dairy cattle shortage since there
are few options for meeting the need for live animals.
Croatian processed meat exporters are also experiencing
technical barriers in exports to the EU".

Imports of agricultural products are approximately double
those of exports, making Croatia a large net importer of
food. According to the Croatian Chamber of Economy, the
value of imports of agricultural products in 2001 was $845
million, while the value of exports for the same year was
$470 million. The highest value export is tobacco and
tobacco products which made up 20 percent of the total
export value of agricultural products in 2001°. The global
food and agriculture industry sees Croatia as an excellent
growth market for imports of agricultural, fishery and
forestry products, with annual projected growth of imports
at 6 percent. The consumer foods category is seen as the
number one prospect for imports, with untapped potential in
the Dalmatian coast in particular®.

Agriculture/Agribusiness Policy Environment

According to the Working Program of the Government of
Croatia “The prosperity of family farms will be given
central priority in the design and implementation of
agricultural policy..The future Agricultural Law as the
umbrella law will determine in greater detail the

? Croatia Commercial Country Guide 2002, www.export.gov

3 Croatia Livestock and Beef Products Situation 2002. USDA GAIN Report, A. Misir
* Interview with Mr. George Gavrilovic, Gavrilovic Meat Company, 29 May 2002

> Croatian Chamber of Economy, www.hgk..hr

8 Croatia Commercial Country Guide 2002, www.export.gov

12
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objectives and measures of agricultural policy..”.’ 1In turn,
the Agriculture Act outlines a series of general principals
that will be followed.®

In general, the policy environment for agricultural
producers is being heavily influenced by the expectation
that Croatia will enter the EU at some time in the future.
Decisions are being made and actions taken to enable entry
in the best position possible. Increased production now of
milk and olives or increased areas in vineyards or under
other certain crops has important implications for future
production-based subsidies from the EU.

Guaranteed prices and/or subsidies in some form are
currently provided for many agricultural products including
milk, wheat, corn, olives, soybeans, tobacco and meat.’
There are also subsidies to encourage the establishment of
vineyards and orchards. This current system of subsidies
contributes to the situation of Croatian farmers being
high-cost producers of many agricultural commodities. In
line with EU practice, there are plans to convert area-
based subsidies to production subsidies and to restrict
subsidies to individuals or entities registered as
“commercial” farmers. Individuals who are “non-commercial”
producers will receive fixed social welfare payments and
not be eligible for production subsidies.

For agricultural processing companies and domestic
consumers, the free-trade policies of the Croatian
government enable imports of cheaper products.

Agricultural Markets
A. Croatia: A Net Food Importer

Increasingly Croatia’s domestic market for agricultural
products has been supplied by imports. The value of
imported agriculture, forestry and fishery products grew
approximately 40 percent between 1997 and 2000'°. High
value food items represent the largest and fastest growing

7 Government of the Republic of Croatia, “Working Programme of the Government of the Republic of
Croatia for the Period 2000-2004,” Zagreb, 8 February 2000.
¥ Agriculture Act signed by the President of Croatia on July 16, 2001.
? A recent web article (April 2002) indicated there are a total of 136 forms of subsidies currently provided
with a value of about Kn 1.6 billion (about $200 million) in 2001. WTO obligations require gradual
reductions in such direct subsidies but new subsidies for capital investment, rural development and in the
1f(())rm of income payments may be introduced that would more than offset any reductions.

Ibid
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segment of imported agricultural products. Raw materials
for processing in the meat and dairy sectors are another
rapidly growing component of imported agricultural
products. Domestic production only provided 55-60 percent
of the milk consumed in 2001 and the meat processing sector
is functioning well below current capacity due to lack of
pork and beef!!.

Although Croatian consumers seem to prefer domestically
produced food and they value local products as “natural”,
consumer demand for food in Croatia remains price elastic.
There is little evidence that Croatian consumers are
willing to pay a premium for their preference of locally
produced or “natural” food. If the price of a Croatian
product is cost-competitive with that of the comparable
imported product, Croatian consumers will choose the
domestic product. Likewise, meat processors will buy
domestically produced pork only if the price is competitive
with imported pork'?. The price of domestically-produced
milk is high due to tight government control of prices paid
to farmers and there is great concern over increasing
imports of more affordable, shelf-stable milk from eastern
European countries with preferential customs agreements®>.

The high cost of domestic production and the relatively
high purchasing power of the Croatian consumer have
combined to make Croatia a prime target for a European food
industry hungry for new markets. Furthermore, advertising
is a key marketing tool in Croatia. Television reaches 90
percent of the domestic consumer market and the advertising
sector is experiencing 12 percent growth, making it easy
for foreign products to be presented to the market using
the same formats that are successful in western markets.

B. Retail Market Changes

Although small retail shops and open city markets are the
dominant food retail sales channel in Croatia, more
developed market formats are rapidly gaining share. 1In
Western Europe 80 percent of retail food sales occur in
supermarkets and the future of the Croatian food retail
sector is expected to trend in that direction. Already,
the traditional retail formats in Croatia’s urban areas are
losing market share to supermarkets. The fresh fruit and

" Croatia Dairy and Milk Products Situation 2002. USDA GAIN Report, A. Misir.
2 Interview with Mr. George Gavrilovic, Gavrilovic Meat Company, 29 May 2002
" Croatia Dairy and Milk Products Situation 2002. USDA GAIN Report, A. Misir.
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vegetable sub-sector is an example of a product line where
the largest share of retail trade occurs in city markets
(45 percent of fruit sales and 64 percent of vegetable
sales) . Patrons of city markets tend to be older
consumers who make purchases several times per week. Trade
in city markets is expected to decline, however, as
consumers turn to the convenience offered by supermarkets.
Supermarket shoppers are expected to demand high product
quality and the freshness offered by locally produced
fruits and vegetables, however, and supermarkets in Western
Europe have shown that they can provide that to their most
demanding customers. Supermarket chains have penetrated
the Croatian market and are well established in the urban
areas. Rapid expansion similar to that seen in other east
European markets (e.g., Poland, Czech Republic) is expected
in Croatia. To retain, let alone expand, the share of the
kuna that Croatians spend on domestically produced food,
Croatian producers will have to channel their products into
supermarket supply chains.

C. Tourism Market Potential

The tourism sector has been identified as a strategic
growth sector for Croatia and is a possible expanding
market for Croatian agricultural products. Tourism
performed well in 2001, but may face capacity constraints
this summer. The total number of overnight stays last year
grew by 11 percent over 2000, with a total of 43 million
overnight stays and 7.7 million new arrivals. Overall,
foreign travelers accounted for 89 percent of overnight
stays, spending $2.7 billion enjoying the 1,000 miles of
coastline, many islands along the Adriatic and other
regions of Croatia. The pressing problem is that this
sector has made little progress in attracting foreign
investment and thus has not managed significantly to
improve in either quality or quantity. Privatization of
assets in the tourism industry has proved disappointing,
with 95 state-owned hotel companies owning a total of 150
hotels. Only 30-40 private companies operate hotels.
Tenders for part of the state-owned portfolio were launched
in 2001, but attracted only one bidder, below the asking
price®”.

The slow expansion progress to date notwithstanding,
potential investors are bullish on the Travel and Tourism

' Croatia Fresh and Deciduous Fruit Report 2001. USDA GAIN Report, M. Radman
'3 EUI Country Report, Croatia, February 14, 2002. The Economist Intelligence Unit
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sector'®. The GOC is undertaking programs to improve
infrastructure (roads and airports) and provide incentives
for increased investment in the sector. There is also a
determination to plan expansion that minimizes
environmental impact on the coast, thereby preserving the
competitive advantage that Croatia has as one of the
cleanest coastal areas in the Mediterranean. If this
effort stays on track, the tourism sector is likely to
shift the tourism customer base from “value” seekers to
higher income international tourists with demanding
preferences for high-quality, high-value food products.

D. Export Markets

Fortunately, Croatia is not wvulnerable to the lure of
export markets based on low domestic labor costs that can
produce goods more cheaply than competitors. There are
some opportunities for Croatia to export high-quality food
products to markets that will pay a premium for quality.
Regardless of whether those products are going east or
west, Croatia must be able to compete on the basis of
quality.

The GOC does not seem to have a competitive strategy for
positioning Croatia as an exporter of food products. The
Ministry of Agriculture and the Chamber of Economy promote
“traditional” Croatian products as those with greatest
export potential. These include a specialty cheese (Pag
Cheese), a Slavonian Salami (Slavonski Kulen), and “old
Slavonian plum brandy”'’. Unfortunately, these are not
likely to be viewed widely as competitive products on
global markets and are likely to be available only in
limited guantities due to the regional production
constraints (Pag Cheese is made only from the milk of sheep
that graze on Pag Island, with a carrying capacity of 1
sheep per hectare). Croatia’s natural products, organic
products and high value products with wide consumer
recognition in the west such as olive o0il, figs and wines
are likely to be better choices for expansion of the export
market in agricultural products. A rigorous
competitiveness analysis is well beyond the scope of this
assessment, but should be undertaken with regard to the
viability of Croatian products in world markets.

' Croatia Commercial Country Guide 2002, www.export.gov
' Croatian Chamber of Economy, www.hgk.hr
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Agricultural Education, Extension and Research

A. Agricultural Education

Croatia has four higher education institutions producing
college graduates with degrees in agricultural subjects.
These institutions have 294 faculty and a student
enrollment in 2000/2001 of over 3,100. Based on a visit to
one faculty, it would seem that academic programs have not
changed as quickly as the agricultural environment meaning
students may not be suitably trained for the new market
economy. There is also a question whether Croatia can
absorb the trained manpower being produced. Currently,
unemployment roles include 5,002 agricultural technicians
and graduates.

B. Agricultural Extension

During the period of the agrokombinats, these organizations
were the primary source of agricultural extension
expertise, although they may not have reached small private
farms in all areas. With the demise of the kombinats this
service completely disappeared.

With World Bank support, the Ministry of Agriculture has
created an extension service with 166 agronomists on staff
or approximately 8 agents per county. There is also a
central administrative and technical support staff. The
agents tend to be relatively inexperienced. The current
strategy is to begin charging fees for some services with
the expectation that this will allow an expansion in
extension agent numbers. World Bank support will end this
year.

Rural development staff from several donor groups as well
as Croatian private sector and small farmers reported that
the extension agents did provide needed services and were
helping meet a real need. Several organizations had made
them part of decision-making bodies on loans, grants and
general development programs. It was also noted that their
effectiveness was sometimes constrained by a lack of
operational funding that prevented extensive travel.

C. Agricultural Research

17
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In addition to the institutions of higher education there
are three public institutions conducting agricultural
research in Croatia (Osijek,Porec and Split). Research is
conducted in a wide range of areas but results do not
appear to be widely distributed. These institutes are
staffed by 30 researchers, 23 assistant researchers and 35
post graduate staff.

Three additional institutes in Zagreb, Jastrebarsko and
Split conduct research on animal health issues, forestry
and fisheries. Staff numbers for these institutes were not
available. The World Bank has provided limited support for
the research system, but this support is scheduled to end
September 2002.

USAID and Other Donor Assistance in the Agricultural
Sector

A. USAID

Current USAID assistance to the agricultural sector is
being provided as an element of activities with non-
agricultural objectives. Programs under S.0. 3.1.
("Accelerated Return and Sustainable Reintegration of War-
Affected Populations,”) provide assistance to returning
families, who have no or few productive assets; it also
helps small producers and producer groups in war-affected
areas achieve greater commercial viability through asset
acquisition, training and organizational development.

Among other program objectives and interventions, the ECRA
program links agricultural producers and producer
organizations in war affected areas to sources of financing
and markets. Under the S.0. 1.3 (“Growth of a Dynamic and
Competitive Private Sector”) Croatian Enterprise
Privatization Project, assistance is being supplied for the
privatization of several agrokombinats. Under the same
5.0., the Croatian Enterprise Promotion Project is
developing the capacity of local Croatian consultants to
provide services on HACCP and other issues relevant to
business development.

B. Other Donors

A large number of organizations are providing assistance to
rural residents, largely in war-affected areas. These
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IX.

include the UNDP, the World Bank, GTZ and several NGOs.
Many of these programs have involved credit and they are
described in more detail in Section IX D below.

The European Union provides technical support to both the
Ministry of SME and the Ministry of Agriculture. 1In the
agriculture sector, E.U. support is targeted to trade
related capacity building with technical assistance,
training and some infrastructure support to Croatia’s
sanitary and phyto-sanitary capacity with a focus on
regulatory aspects.

The World Bank through a Farmer Support Services loan has
provided assistance to agricultural research and extension,
animal health and pasture and fodder development with more
limited assistance to seed industry development and policy
analysis. They are planning a major activity in land
cadastre.

The UNDP is assisting with the development of Local
Economic Development Agencies and has provided start-up
packages for vulnerable farm families.

Constraints

Agribusiness enterprises face many of the same constraints
faced by all enterprises in Croatia—high taxes, high labor
costs, excess capacity, etc. There are also constraints
more specific to the agricultural and agribusiness sector.
In the following only key constraints identified by the
assessment team are discussed.

A. Links to Markets

In many meetings during this assessment the large and
growing import share of agricultural products was raised as
a big problem in Croatia. In most cases, the imports were
cited as a “cause” of Croatia’s competitive problems in
agriculture. This is clearly not the case. The large and
growing imports are a “symptom” of the Croatia’s
competitive problems in agriculture. The phrase “We can’t
compete with imports!” should be turned around to “How can
we compete with imports?”

Forging stronger links between producers and their markets
is critical to reducing the cost of domestic products.
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Improvements in supply chain management are badly needed in
the Croatian food industry. Not only can a well-managed
supply chain save enormously on the final price of consumer
food products, increasingly the food industry is using
careful supply chain management to satisfy consumer demands
to know where their food comes from and precisely how it
gets “from the farm to the fork”.

These linkages include key infrastructure such as
transportation routes and cold storage capacity. They also
include human capacity to link producers with markets. 1In
the food industry, producers and producer groups must be
proactive in engaging with their markets. They need to
know what their markets want and when they want it. They
must be able to produce for the market and they must be
flexible enough to adjust to changing markets. Croatian
producers in general lack these skills.

Regardless of whether agriculture targets retailers,
hotels, or processors, the food industry’s sourcing
strategy can be boiled down to the following: “As close as
possible and as far away as necessary”. Processors in
Croatia that lack local raw materials are doing precisely
that. The largest cheese producer in Pag is having cow'’s
milk trucked in from Slovenia and the largest meat
processor in Croatia has built a state-of-the-art frozen
meat thawing facility that will enable him to handle 20
tons of imported frozen pork per day. Local production is
not meeting the needs of these industry leaders, so they
are doing the necessary.

Taking advantage of the potential markets for agricultural
products afforded by an expanding tourism sector will
require working hard to create those linkages. Growth in
the food service industry associated with expansion of
tourism does not automatically mean that Croatian
agriculture will benefit. 1In fact, the general inability
of the domestic food industry to take advantage of the
rapid increase in the consumption of high-value food
products in Croatia argues that the tourism boat will also
sail without Croatian agriculture in tow. Unless there is
a proactive strategy to capture this promising market, the
future tourist food service industry on the Adriatic coast
will do precisely what it does in other markets where the
domestic food industry does not supply what they want, when
they want it, and at a competitive price. They will simply
import what they need.
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B. Non-Competitive Production

For many agricultural and processed products Croatia is a
very high cost producer and source of supply. Processors
and even retailers note that imported products such as
fruits and vegetables are often less expensive than
domestic products. Meat and dairy products are also more
cheaply imported than sourced locally. There are a variety
of reasons for this reality.

At the farm level, input and production costs are high.
Fertilizer from domestic sources is more expensive than on
international markets. Other plant protection chemicals
are less expensive in other countries. Animal feed costs
reflect high internal grain prices resulting from
inefficient production supported by subsidies.
Simultaneously, the on-going use of less efficient genetic
materials means lower production potential and lower
yields. For example, the dual-purpose simmental dairy cow
most often used means lower milk production than Holstein
cows would provide and a lower quality beef animal than a
beef breed would offer. The net result is higher cost milk
and lower quality beef. Less experienced farmers often do
not know how to maximize production.

Compounding the high basic production costs on the farm are
inefficiencies caused by small production units. Moving
small quantities of products raises collection or

aggregation costs and handling costs. Processing
enterprises operating at low levels of installed capacity
have higher per unit costs. Relatively high wage levels

and excess labor may also raise per unit processing costs.

Beyond the basic production, processing and distribution
costs, government subsidies that are provided for almost
all commodities, some on an area basis, enable and
encourage inefficient production. Finally, small producers
operating outside the formal system are not able to reclaim
some portion of 22 percent VAT taxes paid on inputs. Their
production costs are accordingly higher.

C. Farm Size
One of the recurring themes that emerged in the course of

the assessment was the degree to which land is a constraint
to the growth of the agricultural sector, at least as it
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pertains to domestic agricultural production. One of the
principal factors contributing to the non-competitiveness
of Croatian production is the scale of farms—a vast
majority of the land and other productive assets are held
by small family farmers operating at or just above
subsistence levels. To be more competitive in most
products areas, Croatia must increase the operating size of
its average farm. Yet the development of more commercially
viable family farms is constrained by access to land.

Land holdings

There is little data to support the analysis of the private
farming sector. While the average reported size of family
farm holding is only three hectares, many farmers
reportedly lease or obtain the use of land to increase
their farm size. Leasing arrangements may be formalized
through rental contracts, but are frequently informal
arrangements between neighbors or relatives. In war
affected areas, where land owners have left the country or
are otherwise absent, residents have gained access to
vacant land with the understanding that they must wvacate
the land upon the return of its owner. It is unclear,
however, how this provision will be implemented, or the
current legal standing of that land use.

Land sales are reportedly less common in rural areas due to
land’s value as social security and people’s
familial/historical attachments to land. Sales may be
further constrained by the problem of title, discussed
below. However, a study of the land market commissioned by
DFID shows that sales of agricultural land account for
almost one quarter of all land sales transactions.

Privatization and reorganization of the agrokombinats
represents a potentially significant shift in land

ownership patterns in rural areas. The agrokombinats have
had the use of sizeable holdings of productive land
resources. In a country where private land holdings were

historically limited to 10 hectares and the average size
land holding is 3 hectares, agrokombinats hold thousands of
hectares. 1In areas such as Slavonia, agrokombinats control
50% or more of the land in their municipalities.
Furthermore, unlike the fragmented private holdings, the
agrokombinat land is held in large, contiguous tracts.

Law on Agricultural Land 2001
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A new law, the Agricultural Land Act 2001, outlines the
process by which the state will dispose of land to the
private sector. The law requires local authorities to
develop plans for the disposal of state-held land within
their municipalities. These plans are subject to the
approval of the Ministry of Agriculture and Forestry.

The plans that the municipalities must submit to the
Ministry will outline a program for the management of their
state land. This program must inventory the total surface
of state owned agricultural land with a plan for
designating specific parcels for different categories of
land use. Each municipality must set aside a proportion of
land to accommodate restitution claims. The remaining land
is then earmarked for sale, concession or leasing,
according to the Agricultural Land Law.

All sales, leases and concessions are bid competitively,
though the law sets priorities for each category of land
transaction. In the case of concessions, legal persons are
given priority over family farmers. While there appears to
be an understanding of the need for commercial producers to
have access to larger, contiguous plots for efficient
production, the law also reflects social/political pressure
to increase access to land for rural residents more
broadly.

The assessment team visited one municipality, where the
local agrokombinat has been completely dismantled. The
municipality has been managing the state owned land on
short-term leasing arrangements and is in the process of
putting together their management plan for submission to
the Ministry. While this municipality appeared to have a
relatively good understanding of the need to balance
countervailing land use interests, we were told that many
municipalities are not as far-sighted in their planning.

In municipalities where the agrokombinats continue to
operate, the municipal authorities may have less
flexibility to negotiate rational land management plans. A
representative Ministry of Agriculture also raised concerns
as to the ability of the municipalities to develop their
plans in a timely manner, given the complexities and their
technical capacity.

Land ownership
According to most sources, Croatia has an adequate legal
framework to support property rights. There are laws on

23



ownership, mortgage, registration and real estate transfer.
Mortgage foreclosure is provided for under the Law on
Execution. There were land confiscations during and after
World War II and throughout the communist period. Laws on
restitution of these lands have been adopted, but further
revisions are being considered.

The principal problem in Croatia is the inconsistency
between data in land registration books and the cadastre.
This issue is said to be a major constraint to land market
development and foreign direct investment. Banks and
government sponsored guarantee programs will not accept
land as collateral unless ownership is clearly
demonstrated. According to the director of the Croatian
Guarantee Agency, they won’t even accept an application for
participation in their program from a farmer who can not
show clear title to his land, whether or not the land is
being used as collateral. Further complicating these
issues, there is a tremendous backlog of cases in the
courts to resolve restitution claims and property right
disputes.

The World Bank is developing a project to harmonize the
property registry and caster. In select areas of the
country they plan on harmonizing the data by resurveying
for the cadastre, correcting the registry books, developing
the capacity of the registry offices, and streamlining the
transactions registration process. The Bank estimates that
it will take 15 years to complete this work for the entire
country. The proposed project will cover the first five
years and focus on select urban and rural property.

D. Rural Credit

By all accounts, liquidity is not a problem in the banking
sector in Croatia. Banks have plenty of money and are
lending to enterprises, including enterprises in the
agricultural/agribusiness sector. 1In recent years, a
number of Croatian banks have been purchased and are now
operated by foreign banks. Interests rates are low,
relative to other transition economies of Eastern Europe,
average 10-12 percent. If liquidity is not the problem,
the most frequently cited constraint to accessing credit
for small and medium enterprises and farmers is collateral.
Most financial institutions require high rates of security
on their loans, generally at least 150 percent. Moreover,
they are hesitant to accept moveable property as collateral
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and purchase price mortgaging is not common. SMEs and
family farms frequently have difficulty meeting these
collateral reguirements.

Aside from the collateral problem, agricultural producers
and SMEs do not have strategic orientation to markets that
make them a good investment for a bank. They often seek
money to develop production (or processing capacity) before
they have explored the market demand for the product they
plan on producing. Producers, processors, cooperative
managers need to have a better understanding of business
planning, cost accounting and other skills that will allow
them to develop attractive loan proposals and increase the
likelihood of their success once they receive credit.

The government of Croatia has several programs to
facilitate flow of credit to SMEs. These include credit
fund offered through the Ministries of Agriculture and
Forestry, as well as by the Ministry of Small and Medium
Enterprises. These credit funds are used to buy down
interest rates on loans made from commercial banks to
target beneficiaries.

The government also supports the Croatian Guarantee Agency,
an autonomous agency that receives their funding through
the Ministry of Finance. Since 1995, this agency has
provided a guarantee on almost 3500 commercial loans to
SMEs. Of these, approximately 65 percent have been to
agricultural/agribusiness enterprises. The agency also
provides small grants to many of these enterprises to cover
the costs of business registration, feasibility studies,
valuation of collateral and other expenses associated with
the loan proposal. The agency will be close at the end of
June 2001 and will re-open as the Croatian Agency for SMEs.
In addition to its current activities, the agency will
manage state properties (office and warehouse space) and
coordinate/act as a clearinghouse for the activities of the
various institutions and ministries that are concerned with
SMEs.

There are several other credit funds supported by donor
organizations in areas of special state concern. These
areas are generally the former war affected areas and
programs are targeted to assisting resettlement of
returnees. UNDP programs provide loans to individuals and
SMEs to purchase livestock or equipment, or make repairs to
barns and other facilities. The UNDP supported program
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implemented by LEDA in Sibenik/Knin region provides small
start up loans at 6 1/2percent interest secured by 3 co-
signatures. CRS also implements programs in areas of
special state concern with funding from USAID and WB. The
micro-credit program funded by USAID provides loans from
$400 - 4000 to returnees for working capital or the
purchase of livestock and equipment. Borrowers may repay 75
percent of the loan through a work exchange. The CRS also
administers a World Bank grant program that provides up to
$80,000 for capitalization of cooperatives. So far they
have worked with 7 cooperatives. The grant program
purchases the requested equipment for the cooperative. The
cooperative must repay 1/3 of the grant in cash. The
remainder may be re-paid in-kind goods and services.

This project operates only in Zadar and Sibenik/Knin
regions.

Some alternative mechanisms for accessing credit have
developed. Most notably, the assessment team found
examples of intermediate traders and processors who have

begun to assist their producers in accessing credit. These
individuals are organizing the applications for producers
and co-signing for the loans. Through these loans,

producers are able to acquire funds to purchase the
livestock, equipment or other inputs needed to meet the
production requirements of the intermediary. There is
often, but not always a contractual agreement that the
producer will provide raw material to the processor or
trader.

E. Successor Enterprises to Privatized Agrokombinats

Under market conditions with reduced subsidy payments and
fair pricing of inputs and outputs, including land and
labor, the agrokombinats have not demonstrated economic
viability. Size and complexity that allowed or required
cross-subsidies, larger than efficient capital investments,
more labor than needed, little attention to production
costs, poor planning, an inability to respond to a changing
market and ineffective management structures collectively
or individually were probably important factors in the poor
performance. At the same time, the agrokombinats did
provide a variety of services to neighboring or surrounding
small private farmers such as markets for products, input
supplies, tillage and harvesting services, etc.
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It is believed with the breakup of the agrokombinats into
smaller, more focused units that greater clarity of
operations and ultimately more cost-effective enterprises
would result. Two questions for this possible scenario
emerge, however. First, will the new, smaller enterprises
be really able to survive in a market economy and second,
will they provide the same types and levels of services to
smaller private farmers in the surrounding areas as the
agrokombinat previously provided.

The answer to the first question undoubtedly requires more
than simply breaking-up or downsizing enterprises. It will
require that the new enterprises provide needed products or
services at competitive prices in a market environment. In
short, the entities will have to be able to demonstrate
that the business strategy being followed, the scale of
operations, the level of technology and manpower will
enable them to operate at a profit. Management will need
to be able to identify and produce for market demand, to
plan and forecast, and to implement cost-accounting
techniques. They will need to develop staff skills as
needed, introduce new technology and be responsive to
changes in input and output markets. Without training and
some technical assistance, it is not a given that the staff
who were not able to manage a larger operation will be any
more successful after privatization. Moreover, they may not
be able to obtain financial or other resources they need to
reach efficient levels.

Assuming the privatization of the agrokombinats results in
new efficient enterprises, there is no guarantee that
service or input provision for small private farmers will
be part of their operating strategy. New enterprises may
eventually emerge to fill this role if small producers are
engaged adequately in commercial production. However,
input supply and/or marketing cooperatives may be an
alternative mechanism for small farmers to secure needed
inputs and services at favorable prices.

Opportunities
A. Tourism-Led Economic Growth
The Government of Croatia sees tourism as a major driver of
both shorter and longer-term economic growth. They adopted

a three-year program of support in mid-March, including
low-interest loans. The objective is to create 30,000 new
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jobs and generate an additional $1.3 billion in revenue
over the next three years. In terms of revenues, the
sector saw growth from $3.0 billion in 2001 to $3.4 billion
in 2002. The number of overnight stays grew by about 11
percent in 2001, the GOC hopes this trend will continue in
the coming years. The indicated plans suggest even more
rapid growth in the future, with tourism growing in
importance as a percent of GDP.

For the agricultural and food processing industries, any
growth in tourism represents an increase the quantities
and/or value of food required. The demand from a growing
tourism industry coupled with the existing deficit in
domestic production, signals increased opportunity for
fresh and processed food products. If Croatian products
are price competitive with imported products, and local
producers and processors establish solid links within food
industry networks, there is potential for high wvalue
Croatian products to tap into this expanding market.

The tourism industry also provides seasonal advantages for
some types of agricultural production. The peak tourist
season (June-August) corresponds with a potentially peak
period of vegetable production.

B. Growing Private Sector

The contribution of the private sector to the economy
continues to grow at a good pace as privatization continues
and the private sector provides the largest share of
additional economic output. This is obviously related to
long-run growth assumptions of over 3 percent.

C. Tariff Free Access for Agricultural Products

In the short-run, the lowering or elimination of tariffs on
agricultural products may not be an opportunity in an
aggregate sense since agricultural imports exceed
agricultural exports for Croatia. However, for individual
companies or specific products the reciprocity included in
the negotiated agreements that Croatia has with many

countries permits excellent access. The key will be
Croatia’s ability to increase production of products that
are in demand at competitive prices. For products such as

tuna, olive o0il, organic foods, lower tariffs do provide an
advantage for some products in select markets.
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XI.

D. Skilled Workforce

While high wages are a potential constraint to competitive
production, the Croatian workforce is well educated and has
experience in working in industrial settings. Many workers
have English or other European language skills, are
computer literate and are oriented to work in a market
environment. As compared to many transition economies,
Croatia’s engagement with tourism even throughout the
communist period has left them with more of an orientation
to customer satisfaction and other basic market principles.

E. High Quality Processed Products

Croatia has a number of world-class companies already
producing a number of products that are able to enter the
competitive world markets. Demand for these products
seemingly exceeds supply. Availability of raw materials
to process remains a problem but the market is not.

Recommended Interventions?®

All of the constraints outlined above are limiting growth
of the agricultural sector, and participation of small
producers in existing sector growth. Of these constraints,
however, the team recommends assistance to mitigate the
challenges posed by missing or failed market linkages and
by non-competitive production. The other constraint areas
identified above do need addressing for maximum benefit to
sector growth. However, the magnitude of the problems and
required intervention to resolve them, as well as the
interventions currently planned by other donors make these
of lower priority for Mission intervention in Assessment
Team’ s judgment.

In intent and design, these interventions adhere to four
principles. First, the intervention should address
specific constraints with reasonable expectations that
measurable results can be achieved with the available time

'® It is the Assessment Team’s judgement that the proposed assistance interventions would be consistent
with Bumpers Amendment requirements because the focus of these interventions is not on production, but
rather on marketing and market linkages, and U.S exports of agricultural products to Croatia are very
limited. Finally, the products expected to be targeted a) are produced for the domestic market where
shortages for those products exist (i.e., milk and meat); b) are not produced in the U.S. (i.e., olives,
specialty cheese); or ¢) would not result in a significant impact on U.S. exports of a similar commodity
(i.e., wine).
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and funding. Second, the intervention should result in
sustainable economic activity over the long-run. Third,
the target group at the producer level should be farmers
and groups of producers that are currently or have a short-
term potential to be commercially wviable. Finally, the
interventions should build on USAID strengths and
experience in Croatia and the region, and not duplicate
what other donors are doing or planning.

In order to address the targeted constraints, two inter-
linked assistance interventions are recommended. The first
component would promote development of market linkages
throughout the food industry chain. This intervention
would concentrate assistance in two areas: 1) to build
links between food producers/processors and the tourism
industry; and 2) to build links between animal product
producers and processors. The second intervention
component would promote the development of small and medium
enterprises, including producer cooperatives.

A. Market Linkages: Food Industry Development from
the Farm to the Fork

The proposed intervention approaches agricultural
development from the perspective of the target markets
where there is the greatest potential for collaboration
between buyers and sellers in the market chain. The target
clients are forward-thinking medium-sized producers or
small producer coop managers and small or medium sized
processors/buyers with an interest in developing efficient
domestic supply chains.

It will be the task of the contractor to 1) make a
realistic assessment of Croatia’s current and possible
production of identified products and 2) identify potential
markets in the processing and tourist industry. A thorough
competitiveness analysis that brings forward-thinking
producers/coop managers to the table with innovative
retailers and processors will be used to identify 2-3 pilot
cases spanning the entire market chain which can serve as
examples of how to mitigate constraints, develop market
linkages and build institutional capacity. In order to
keep the focus on market linkages and supply chain
management, products requiring large investments in new
production technologies should be avoided.
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Depending on which constraints are determined to be
priorities, the project will work to build capacity in
meeting production quality requirements, promotion or
processing. Alternatively, brand name development and
capacity to meet customer delivery requirements may be
considered more critical. The development of market
information systems, improving the function of existing
market information systems and the training of coop or
association leadership on market information utilization
are other possible areas of assistance.

Two program thrusts are proposed:

Tourism and high-value Croatian products. This
program thrust would support market linkage activities
between producers of fresh and processed, high value
products to the tourism sector, particularly the food
service sector. Illustrative activities include:
o Development of strategic plans for producer or
processor organizations or their members
o Joint strategic planning between Croatian tourism
board, hotel/restaurant associations, processors
and producers
o Assistance in marketing Croatian tourism and food
industry together
o Capacity building in marketing through seminars,
TA in market studies, customer service
o Development of local Hotel/Restaurant suppliers
as key intermediate traders between producers and
food service industry

Animal production and processing. This program thrust
would support market linkages between producers and
producers and processors in the dairy and hog sub-
sectors. Illustrative activities include:

o Support for obtaining of improved genetics and TA
for production techniques to improve product
quality and reduce costs

o Brokering producer-processor relationships

o Training for small producers that enables them to
transition to income-producing business

o Assistance to processors in implementing best
international practices in both processing and
management practices

Development of the Small and Medium Enterprise Sector
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This recommended intervention would have two different
target clienteles with often identical or similar needs.
Both are critical to enable the effective linkage of
producers to the market.

The first target group is small and medium enterprises that
can provide services to smaller producers. Examples of
such enterprises are agricultural input dealers,
transportation companies, mechanization service providers,
storage service facilities, technical or consulting
agencies and marketing outlets or buying agents. Some of
these service providers already exist and others are
emerging, particularly as agrokombinats are privatized as a
series of small, focused units and as new entities are
established to provide services previously available
through the agrokombinats.

The second target group is organizations that combine small
producers around a common interest or need. The
requirement for the producers may be securing needed
production inputs or services in a timely or inexpensive
manner or it may be joint grading or initial processing of
agricultural products. Joint storage in improved
facilities to take advantage of seasonal price variation or
to be able to meet quantity and quality demands of larger
processors or consumer markets are other possible
rationales for such organizations. Finally, such groupings
are often necessary just to be able to approach and
negotiate with potential buyers who want larger quantities
and who do not want to deal individually with many small
producers.

Elements of the proposed interventions are as follows:

- institutional development and strengthening support
- training and technical consultation
- small strengthening grants

e Small and medium enterprise support. Although a wide
range of enterprises operating in rural areas would be
eligible for assistance, a special target group would
be firms emerging from the privatization of the
agrokombinats. These enterprises will have assets but
may lack some of the business skills required to
operate in a sustainable manner in a market economy.
Types of assistance to be provided would include
strategic, business and technical planning via
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technical assistance and consultations. Such hands-on
technical assistance would be supplemented by short
courses in topics such as food industry safety and
quality standards, cost accounting, financial
planning, organizational development, personnel
management, etc. Assistance in business plan
preparation as part of attempts to secure needed
financing might also be provided. It is expected that
the Croatian consultant capacity developed through the
CEP project would be used to provide some of the
advisory, technical and training services. SME’s
being assisted would be expected to pay for services
received. In rare cases, and with USAID approval,
enterprises/organizations might be able to receive
partial assistance to access consulting services. The
implementing contractor would be required to develop
criteria for selecting firms to receive assistance,
and must show that this assistance would not distort
the emerging market for domestic consultant services.

A minimum of 40 small and medium enterprises should
receive direct or consulting support over the life of the
project. A minimum of 20 training programs would be
conducted with participants from a minimum of 100
individual enterprises.

e Strengthening of existing or development of new, self-
sustaining producer organizations. As indicated
above, the production of individual private commercial
farmers will often be inadequate to satisfy the
quantity needs of retail, wholesale or processor
markets. Assembling or aggregating the production
from several family farms to meet even minimum, buyer
quantity requirements will often be desirable and/or
necessary. It is also often more economical for
producers when inputs are procured in larger
qgquantities or on a group basis. From a developmental
perspective, providing information and training on a
group basis is likewise more cost-effective.

Such producer organizations may or may not already
exist in the targeted areas. Where they do exist,
they may or may not be focused on appropriate products
or providing necessary services. Technical assistance
would strengthen existing producer organizations as
necessary so they may better serve the needs and
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XII.

interests of their members. Where they do not exist,
technical assistance would be provided in the
establishment of associations and/or cooperatives.

The emphasis would be on local level organizations.

No assistance should be contemplated at the national
level although local organizations would be encouraged
to join and interact with regional or national
organizations that can represent their interests.

Farmer cooperatives and associations being assisted
would be eligible to receive one-time grants of up to
$40,000 to facilitate marketing activities. Typical
uses of these funds would be for needed items of
value-adding or processing equipment, upgrading
storage facilities, to support an initial test
marketing, to help organize a local promotion of a
product or products, to enable producer participation
in a Croatian fair or trade show, to help establish an
office, etc. Matching support from the recipient
group of an equivalent funding amount, in cash or
kind, should always be required. The inclusion of
specific criteria for such grants should be a
requirement of initial work plans prepared by the
implementing contractor.

A minimum of 20 producer organizations should be
strengthened and/or created over the life of the
project. These may be associations, cooperatives or
other organizational forms that have an open
membership policy. Evidence of strengthening would be
sustainability, expanded member services, program of
activities, etc., of the organizations assisted.

Supporting Interventions
A. Land Use Planning

As the agrokombinats are privatized significant land
resources will become available. According to the new
Agricultural Land Law, municipalities with agrokombinats in
their territories are responsible for developing the land
management plans for these vast tracts of productive land.
It is unclear, however, whether they have the technical
skills or capacity to develop these plans. Moreover,
countervailing interests may result in undermining the use
of these larger tracts of land for commercial agricultural
purposes.
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The goal of proposed intervention would be to ensure the
timely development of effective land management plans that
promote commercially viable farm production units. An
assessment would be made of the municipalities in which
privatizing agrokombinats are located to determine their
capacity to carry out the land management planning
exercise. This would include determining the accuracy of
their land inventory and their capacity for developing a
rational land use plan. Technical assistance would Dbe
provided to municipalities as need to improve their
capacity to evaluate proposals and develop alternative land
use schemes on their territory.

Assistance could be provided through an existing SO 1.3
project contract, such as the Croatian Privatization
Project. Depending on the assessment findings and the
flexibility of the existing contract budget, some
additional funding may be needed to provide adequate
assistance.

B. Credit Access Improvement

Funds for a credit program should not included in this
intervention package. The availability and terms of
financing remain issues for many if not most small
producers and processors as well. However, it has been
concluded that the recommended intervention is not the
vehicle to address the complex organizational, policy and
management issues inherent in an agricultural credit
activity. It was further concluded that the proposed
market linkages and SME strengthening activities could be
designed to strengthen the ability of agricultural producer
groups and agribusiness enterprises to mobilize available
credit within Croatia.

It is expected that the project technical assistance team
would assist commercial family farmers, farmer
organization, processors, wholesalers and perhaps retailers
in solving financing issues on a systematic basis within
the evolving environment. This will involve assistance in
the preparation of business or marketing plans, completion
of cost-benefit calculations and cash flow plans,
participating in discussions with financing organizations
and perhaps providing advice on securing credit from other
sources. Training on credit planning and use issues might
also be provided.
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XIII.

Relationship of Recommended Assistance Interventions
to USAID/Croatia S.0. 1.3 Program

With this recommended project, USAID/Croatia would be
initiating a new activity in the agricultural/agribusiness
sector. The activity falls under the Strategic Objective
1.3, "Growth of a Dynamic and Competitive Private Sector".
Within SO 1.3, the Project would support IR 1.3.2,
“Strengthened Capacity of SMEs to Operate and Compete,” and
the lower level IR 1.3.2.3, “Strengthened Business
Associations”.

The Project would build on Mission assistance to the
Croatian Privatization fund that is helping privatize
several agrokombinats as well as other enterprises. The
Project would also link closely with the Croatian
Enterprise Promotion Activity by seeking to utilize
consultants and training programs being developed.
Finally, as an activity that seeks to make Croatian
producers competitive, particularly in the domestic market,
the project would learn from and hopefully be able to
collaborate with the Croatian Competitiveness Project.
This may include opportunities to work with the National
Competitiveness Council that has been established.

Important links may also emerge with programs under S.O.
3.1. “Accelerated Return and Sustainable Reintegration of
War-Affected Populations.” The S.0 3.1 programs have as an
objective linking agricultural producers to sources of
financing and markets. The USAID-funded ECRA program
provides assistance to returning families who have no or
few productive assets, and assists in establishing SMEs and
farmer organizations. Participation in the ECRA program
will prepare producers and producer organizations to engage
in the commercial activity envisaged for a market linkage
program. The recommended market linkage program would be
the next level of assistance, providing these nascent
producer organizations with commercial links to processors
and other food industry distributors.
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XIV. List of Annexes
Annex I. Assessment Team Schedule and Persons/Organizations

Contacted
Annex IIT. List of References
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